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Patrick H. Merrick, Esq. Suite 1000
Director — Regulatory Affairs 1120 20th Street NW
AT&T Federal Government Affairs Washington DC 20036

2024573815
FAX 202 457 3110

May 9, 2002

Via Electronic Fi1in~

Ms. MarleneDortch, Secretary
FederalCommunicationsCommission
445 TwelfthStreet,S.W.,RoomTW-B204
Washington,DC 20554

Re: NoticeofExPartePresentation: Implementationofthe TelecommunicationsAct
of 1996: AccountingSafeguardsUndertheTelecommunicationsActof 1996,CC
DocketNo. 96-150.

DearMs. Dortch:

Yesterday,May 8, 2002,MichaelHunsederof SidleyAustinBrown andWood
representingAT&T, AryehFriedmanandI, metwith Mark Stone,HughBoyle,AndreRausch,
Marvin Gentry,PatriciaGreenandMark Stephensto discussAT&T’s commentsin the above
mentionedproceeding.Theattacheddocumentwasusedas outlinefor thosediscussions.

Consistentwith the Commissionrules,I amfiling oneelectroniccopy ofthisnoticeand
requestthatyouplaceit in the recordoftheproceedings.

Sincerely,
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Attachment

cc: Mark Stone
HughBoyle
AndreRausch
Marvin Gentry
PatriciaGreen
Mark Stephens



AT&T COMMENTS:
VERIZON BIENNIAL 272 AurnT

General:
• Becausetheauditprocedureswereincomplete,the auditscouldnot provideanybasis

to concludethatVerizonis complyingwith Section272
• Despitethefaultyprocedures,theauditsnonethelessdemonstratesubstantial

violationsof Section272
• Remedy:

1) assesssubstantialpenaltiesonVerizon;
2) issuepublicorderdefiningmorerigorousauditstandardsin future272

proceedings

ComplianceWith Section272 Is Critical To FairCompetition
• BOCsretainsignificantmarketpowerafter271 approval,andsection272 is of

“crucial importance”to ensurecompetitionin all telecommarkets,andparticularlyin
interLATA markets,is conductedon a“level playing field”

• In particular,section272 seeksto prohibit
1) discriminationin favorofBOC interLAlA affiliatesand
2) cross-subsidizationandotherimpropercostallocation

TheAudits Must Providea “ThoroughandSystematic”Evaluationof BOC Compliance
• the272 Audit mustbebroad,and,aseventheBOCsadmit,must“fully test”a BOC’s
• compliancewith section272
• Auditsplaya “critical role” in enforcementandshouldrevealwhetherBOC is in fact

discriminatingormisallocatingcosts

TheseAudits Were InadequateTo TestVerizon’s Compliance
• TheAudit hadnumerousgeneralflaws:

1) over-relianceon sampling,andsamplingnotperformedproperly
2) BOC failureto maintaindatacritical to determinediscrimination,cost

allocation
3) incompleteassessment(e.g.,formal complaints)

Audits NeverthelessShow Significant Discrimination Against Competitors
• 5 performancemeasureson SpecialAccess,1 onPlC Changes
• Numerousproblemswith these6 measures:

1) dataoftenunavailablebecauseVerizOnfailedto maintainit
2) auditorcouldnot independentlyverify data
3) measureschosenwerenot properlydisaggregated
4) auditmeasuresfailedto ascertainwhetherdiscriminationoccurswhenBOC

providesspecialaccessdirectlyto customer,ratherthanthrough272 affiliate
(this appearsto beasignificantareaofdiscrimination)

Audit shouldusemeasuresAT&T outlinedin SpecialAccessDocket(CC Docket01-
321, filed Jan.22, 2002)

SpecialAccess
• DatanonethelessreinforceNYPSCfinding from June2001 thatVerizonis

discriminatingagainstIXC competitorsin providingspecialaccess.(NPRM in



SpecialAccessProceedingalso describednumerouscomplaintswith specialaccess
performance)

• Virtually everymeasureshowsdiscriminationin favorofVerizonAffiliates
muchlongerinstallationintervals,morerepairs,andmoreuntimelyprovisioning
for competitors

--Verizonsaysdataincomplete— however,theyfailed to maintaindata
PlC Process
• Audit only measuredPlCchangeinterval— andfounddiscriminatoryperformance.

But thereareotherwaysthatBOCsmanipulatethePlC changeprocessto favor their
affiliates: E.g., PlCFreezeProcess(VerizonsystematicallyimposesPlC freezesfor
its affiliatesLD customers,but ignoresPlC freezesfor competingIXCs’ customers)
AT&T placed3 testcalls,andeachdemonstrateddiscriminatoryconductby Verizon.
Theauditsdidnot attemptto measurethis.

JointMarketing
• Audit inquiryonJointmarketingactivitieswaspatentlyinadequateAudit appeared

to examineonly ahandfulofcalls,yet still foundan apparentviolation(provides
critical informationfor enforcementthatis nototherwisecollected)

• Whereauditsfind someinstancesof discrimination,it shouldinvestigatemore
rigorously

Audits Also ShowViolations of CostAllocation Rules
• impossibleto determinecompliancewith manyrequirements,e.g.,FCCprohibition

onjoint provisionof OI&M (provides“substantial”opportunityfor costmisallocation
• Nevertheless,eventheaudit’s limited scopeagainrevealedsignificantandrepeated

violations ofotherrequirements
• E.g., InternetPostingRequirements:Audit reveals40 percentofpostingsare

insufficientunderCommissionrules(SBCrecentlyfinedfor webposting
violations)

• At bottom,theaudit cannotpossiblyshedlight on whetherVerizonis engagingin
cross-subsidieswith affiliate: further investigationnecessary

BOCsretainsignificantincentiveto engagein pricesqueeze:e.g.,in Texas,
intrastateaccesspricedat6 cents,yet SBCretailslong distancefor aslow as6
cents. Theremustbecostallocationproblem,andauditmustbedesignedto
uncoverfactsthatshedlight oncostallocation.

Audit ProcessShouldBe Reinvigorated
• Theseauditsserveasaprecedentfor all future272 audits
• CommissionshouldimposesubstantialpenaltiesonVerizon(like in merger/271)
• Commissionshouldre-auditVerizonandalso adoptmoredetailedguidelinesand

standardsfor audits,including
1) strongpreferencefor examiningentirepopulation,ratherthansampling;

wheresamplingoccurs,discloseall critical data
2) audit shouldexaminelongerperiod,andwhereBOC doesnot maintain

adequatedata,shouldbeapresumptionofnon-compliance
3) adoptmorerigorousandbetter-definedperformancemeasurements(as

describedin AT&T Commentsin SpecialAccessdocket)
4) strengthenanumberofthestandards,e.g joint marketing
5) developguidelinesfor remediesandpenalties
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